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Bonus Case Studies

This material is designed to provide information in regard to the subject matter covered. It is
offered with the understanding that the instructor is not engaged in rendering legal or

accounting services. If legal or accounting advice is required, the services of a competent
professional should be sought.




Bonus Case Study #1

You are considering the purchase of the following 20,000 square foot strip mall
located in an outlying suburb near your town. Please use the Investment
Property Worksheet to calculate your financial benefits and rate of return.

Purchase cost:

Cash invested: ~
Financing:

Net Rent:

Vacancy rate:

Tax bracket:

Land value:

*Personal property value:

Building value:
Land improvements:
First year interest:
Purchase date:
Operating expenses:

$3,300,000

$1,000,000

$2,300,000 @ 5.75% @ $16,150.00 per month P&I
$16.00 per square foot

12%

35% (combined State and Federal)

$900,000

$50,000 (The personal property depreciation in a
non-residential purchase is treated as 7-year, or
5-year depending on several issues. Assume the
personal property included in this case study
qualifies for 5-year depreciation.)

$1,550,000

$800,000

Please use your financial calculator to determine
January

Tenant pays all except for management fee
which equals 4% of Gross Operating Income



Bonus Case Study #2

You have been asked to evaluate the following 16-unit apartment building and
research shows that lenders require thirty percent down with a 7.5% interest
rate amortized over twenty years. You have also learned that investors in the
region demand 12% cash on cash for apartment buildings of this type. Please
determine this property's investment value.

Income: 6 units at $600 per month
6 units at $750 per month
4 units at $1,000 per month
16 garages at $45 per month each
Washer/dryer income of $100 per month

Vacancy: 10%

Operating expenses:
Utilities: $11,000
Real estate tax:  $19,000
Insurance: $2,400
Repairs: $7,400
Advertising: $1,350
Supplies: $2,200

Management: 5% of gross operating income

Annual rent

minus: vacancy

equals: gross operating income

minus: operating expenses

equals: net operating income




Bonus Case Study #3

Your best client, Rudy, is a former professional football player who
parlayed his success on the football field into a real estate investing career.
He was not a Hall of Fame player but Rudy really knows what he's doing

when it comes to real estate!

Rudy's success in real estate comes from the fact that he defines his
investment goals and sticks to them. If the property doesn't meet his
requirements he won't buy it. He'll only buy if he can receive a ten percent
"cash-on-cash" return with twenty-five percent down payment.

As a matter of fact, he called you yesterday and asked you to check on an
apartment building located in a terrific area in your town. Rudy says he'd
be interested in buying the property if he can reach his cash on cash return

of ten percent.

You promise to do some research and get back to him within two days.
And, true to your word, your research indicates the following:

Property type:
Gross scheduled income:

Vacancy:
Operating expense ratio:
Available financing:

Personal property value:
Land improvements:
Building/land ratio:
Date purchased:

Please determine the following;:

Apartment building
$175,000

About 8%

42%

25% down payment
9% interest
Amortized over 15 years
5% of purchase price
10% of purchase price
80% /20%

January

A. The purchase price which will meet Rudy's goals (rounded to the

nearest $1000).

B. The cash flow before tax, principal reduction and income tax savings
(assume Rudy is able to use the tax shelter created by this property).



Bonus Case Study #4

Your dentist has told you he owns a great little office building across the street
from his dental practice. He says he bought it about 12 years ago and it's been
a wonderful investment - more than doubling in value.

You ask him if he knows his return on equity and he doesn't know what
you're talking about. You agree to meet at your office in a couple days to
explain but in the meantime you learn the following:

Current value: $1,000,000

Current loans: 280,000 @ 7% @
1,900/ month

Current rent: 9,000 per month

Vacancy: 9%

Operating expenses: 37,800

Total depreciation for this year: 10,100

This year's interest 19,495

Transaction costs (if he were tosell) 8%

Tax bracket: 35%

a. Please calculate his “net equity.” (It's the amount he’d walk away from the
closing with, if he sold.)

b. Use the Investment Property Worksheet to calculate his return on equity.

c. What suggestions would you make to him?



Bonus Case Study #5

Last year you bought a furnished condo in Scottsdale, Arizona for $220,000 to
use as a rental unit. Your accountant advised you that your share of the land
(common area) is probably about $20,000 so the building would be $200,000.

How much depreciation and tax savings (35% state and federal tax bracket)
would you receive in the first two years?

But you are a lean, mean bifurcating machi

ne and you know that you should separate the $220,000 purchase cost into
four items. Assume the personal property is $30,000 and your share of the
land improvements total $18,000.

NOW, how much depreciation and tax savings (35% state and federal tax
bracket) would you receive in the first two years?



Answers on the
following pages
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Investment Property Worksheet

msfommdemgnedmasmtmwumaungmeﬁmtywbeneﬁmofamdmmm It does not consider the effect of
| selling or exchanging the property in the future. This form is not a substitute for legal or tax advice. Anyoneconmmplaung
memdamdmmmmmmmcmmofcmpembngMm

Purchase cost 33,300,000

Cash invested $ 1,000,000
Financing: Amount&m 5-% _l.b.\_I.SQ__Pﬁmomh*\; HB.GO!J
Financing; _ Amount :
Land value 400,000 l?neaatmn i
Personalpropea‘tyvalue ' () x.g_% =3 19.000
Building value =3 3130
Land improvement value o x_S__% = %
Total depreciation . . :
| Anmvairent_ 320,000 Less vacancy S8, 4¢¥) = Gross operating income B, loOO
Annual operating expenses . . ) ‘
Realesmntax - Insuance
Utilities
Assgciation dues __ Adbvertising
Management - 17 Supplies
Miscellaneous - Miscellaneous
Total operating expenses S___Ll_,j._h“___ :
L Grossoperating income : L_&QLQ%_
Minus:  operating expenses . $ 1V, Al

Equals:  net operating income

. Minus: annusal debt service (monthly P&I x 12)
" Equals: = cash flow before tax
II. Annual debt service

- Minus: interest

E!EEE
@

E

Equals:  principal reduction - =
HL Net operating income . . ' 1_&2QL33!:.
' ) ﬁ \30
= 0 ' , .
% -
: $18.00) de
s (@]
= %
:u,ma 3
Return on investment without appreciation ", 53[,.\— 0,3.10«64-(\9-00) =1 w,w b %o
Ish flow before Principal reduction + Tax saved __.........._—-.--
Cashinvmd ’
Capitalization rate
Netm “gm‘ come = Yo
Purchase cost *
Cash on cash : ) ' ]
Cash flow before tax =__ %
Cash invested ' :

MWWudazgaedmpmwdeuwmmmthemb]mmmrwvm The accuracy of the information is not
guaranteed. This material is sold or offered with the understanding that the author and/or publisher are not engaged in rendering legal,
accounting or other professional services. [flegaladvmorotheremmmumqmred, thesmicesofacompemttpmfesumal

should be sought.”
© Tom Lundstedt Seminars * Bphrmm.W‘mnm'szoiss-‘-—’lm
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Jlo unIT A pac+MenT

Annunal TENT 155,040
- VACANCY (10"7) -15,50M
- C:;RO$5 operq-ru?j NeoMe 134, 53,

_ opeforinNg e penses -503%a7
= NoL 6‘\,3-0"\

Sk The MarageMeNT See 1%
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“Float and Desire” Formula

The five ingredients are:

Loan factor = .OQQQ'I e}
LTV = _o00

Down payment = . M . .
Cash on cash = Vo '
NoOI = 209
Four step “recipe™:
1. Lender’s return = S jo - X o Dbe -, \ r = 0067&éqe
L (Loan factor)
2. Buyer'sreturn = ( TV). 30 X _e \hﬂ. B = o030
- t Cas cas|
3. Add‘emup = (D(.)WD el g ( . aon = 01936648
(Lender’s return) (Buyer’s return rate
4 vie = 88,208 . \036kd8 - Bho,En
(NOI) (Cap rate) Investment value
Double check:

Q& S)) Investment value
minus 25 6, 153 Down payment
equals D2 , 388 Loan amount

35&. )53 Down payment

times Ja Cash on cash

equals 30,878  Cashflow before tax
(L. NOI

minus 30: q'IB__ Cash flow before tax

equals 5 8, 23) Debt service
divided by e O]%LINV2  Loan factor

equals ._(LQA..B_QL Loan amount (loan amounts should be equal)

This material is designed to provide information about the subject matter covered. The accuracy of the information is not
guaranteed. This material is sold or offered with the understanding that the author and/or publisher are not engaged in
rendering legal, accounting or other professional services. If legal advice or other expert assistance is required, the
services of a competent professional should be sought.

© Tom Lundstedt Seminars » Ephraim, Wisconsin » 920/854-7046




" . ) #. .
__Rupy , 3a
“Float and Desire’’ Formula
The five ingredients are:
Loan factor = 4210
LTV = 15
Downpayment = _o XS
Cash on cash = )0
NOI = 93,380
Four step “recipe”: A
(& (Loan factor)
2. Buyersretum = TY&S‘ X _e ‘ho =5 = 0358
- own payment) Cash on
3. Add‘emup = (D._gqpx%fga)o +(_!_¢_>A5_' = JWLAR/NO
(Lender’s return) (Buyer’s return) 3 rate :
4. Value = ___9_3_._3&(2_ + .“? o 2840 = 03,034
(NOI) (Cap rate) Investment value
Double check: . ) ,
FO3,03 Y Investment value
: | 1118, 000
minus _ 200,159 Down payment
¥ < - 14,000 vA.
equals 002,2" Loan amount Yol ,000 &dY]
: - oL oP&Y
2001 iﬁ_ Down payment ¢3.380 L=
times «10 Cash on cash
equals 20,0  Cash flow before tax
43,380 NOI
minus a0,077 b Cash flow before tax
equals N3,304 Debt service '
divided by B i-X-) Loan factor
equals o3, 21 Loan amount (loan amounts should be equal)
This material is designed to provide information about the subject matter covered. The accuracy of the information is not
guaranteed. This material is sold or offered with the understanding that the author and/or publisher are not engaged in
rendering legal, accounting or other professional services. If legal advice or other expert assistance is required, the
services of a competent professional should be sought.
© Tom Lundstedt Seminars » Ephraim, Wisconsin » 920/854-7046
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Investment Property Worksheet

This form is designed to assist in estimating the first year benefits of a real estate investment. It does not consider the effect of
selling or exchanging the property in the future. This form is not a substitute for legal or tax advice. Anyone contemplating
the purchase of a real estate investment should seek the services of competent legal and tax advisors.

Purchase cost $ 3%,30000
h inv -
gsnan::':n;m Amountm Rate El P&I é | a E per month Y 13-= F’ 3 ;H b
Rate

Financing: Amount P&I per month

Land value s136S810 Depreciation
Personal property value x.m_.% 3 % .32 .
Building value x 3. 48

Land improvement value $. 80300 & %

Total depreciation

-

Annual rent _) ™} SO0 Less vacancy ) ¥ OOO= Gross operating income _{{p ) OO
Annual operating expenses

Real estate tax i Insurance

Repairs Utilities

Association dues Advertising

Management Supplies

Miscellaneous Migeellan
Total operating expenses s_laD_bAQ_z_“iaﬂo
I.  Gross operating income s bloOO

Minus: operating expenses
Equals:  netoperating income
Minus: annual debt service (monthly P&I x 12)

i 93396 20084
Equals:  cash flow before tax (@)

II. Annual debt service il 29
Minus:  interest - 3 [k g
Equals: principal reduction =

IIL.  Net operating income SJ33_2Q_
Minus: interest Lﬁ%
Minus: total depreciation . WX e
Equals: taxable income $ 8538_

Equals: r saved L&AS_&J
IV. Appreciation (estitnate) 3

Retorn on investment with appreciation

LN reaucuon

s 19901

L[ I |

Netopcning e azago - . _1N.°%.,
Purchase cost m

Colowttoex _ROOFH - 10% «
Cash invested 2.003'7-5-0

This material is designed to provide information abous the subject matter covered. The accuracy of the information is not
guaranteed. This material is sold or offered with the understanding that the author andlor publisher are not engaged in rendering legal,
accounting or other professional services. If legal advice or other expert assistance is required, the services of a competent professional
should be sought.

© Tom Lundstedt Seminars » Ephrait, Wisconsin » 920/854-7046
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Investment Property Worksheet

This form is designed to assist in esumanng the first year benefits of a real estate investment. It does not consider the effect of
selling or exchanging the property in the future. This form is not a substitute for legal or tax advice. Anyone contemplating
the purchase of a real estate investment should seek the services of competent legal and tax advisors.

Purchase cost
exntritveved NET™ EQW '

Financing: Amount M Rate _1__ P&I___|OA0  permop
P&l per mi

Financing: Amount Rate

Land value

Personal property value

Building value

Land improvement value

Total depreclanon

Annual rent_Qa,,_QQQ Less vacancy 3 S = Gross operatmg i

Annual operating expenses
Real estate tax
Repairs
Association dues
Management
Miscellaneous

Total operating expenses

o8 ko [a [0
»

J

I.  Gross operating income
Minus: operating expenses
Equals:  net operating income E
Minus: annual debt service (monthly Wz)
Equals: cash flow before tax
II. Annual debt service
Minus: interest

II. Net opmtmg income
Mmus interest -

g

s \O&IO EA'A
$

jation = ____ 0%
376%0+ 33065 +<\68 tO) -63‘::" ',

Capitalizatiqn
Purchase cost

Cash on cash
Cash flow before tax = %
Cash invested . ;

This material is designed to provide information about the subject matter covered. The accuracy of the information is not
guaranteed. This material is sold or aﬁ%ned with the understanding that the author and/or publiser are not engaged in rendering legal,
accounting or other professional services. If legal advice or other expert assistance is required, the services of a competent professional
should be sought.

© Tom Lundstedt Seminars « Ephraim, Wisconsin « 920/854-7046
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$220,000 rental condo

No bifurcating Yearl Year2 Total
20,000 land 0 0 0
200,000 building 6,960 7,280 . 14,240
35%
4,984 saved
With bifurcating Year1  Year?2 Total
30,000 personal prop. 6000 9,600 15,600
18,000 land improve 900 1,710 2,610
20,000 land 0 0 0
152,000 building 5,290 5,533 10,823
29,033
35%

10,162 saved

$5,178 difference



